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About the case study

This case study describes the methodology of RIA, and applies it to the key digital lending related
provisions of the Draft Reserve Bank of India (RBI) (Non-Banking Finance Companies (NBFC) - Credit

Facilities) Directions, 2025. [1]  This regulation proposes to regulate the role of NBFCs in facilitating

credit, including digital lending, to potential borrowers. The focus of this case study is digital lending,
particularly, the regulation of default loss guarantee (DLG) in digital lending.

These regulations were chosen due to increased regulatory focus on digital lending in the past few

years [2] , availability of data on digital lending, particularly by industry associations and self regulatory

body [3] , and recent adoption of a framework for regulation making by the RBI, which provides for
impact assessment of regulations. [4]

A DLG arrangement is essentially a structure wherein a third party compensates lenders if the

borrower defaults. [5]  The DLG provider practically takes over credit risk from the lender of a portion of
loan for which it promises to make good the loss, if any, incurred by the borrower due to default by

borrowers. See Box 2 for details.

Box 2: Unpacking the DLG structure

N is an NBFC lender with target customers being high risk underserved low income groups. The

target customers are unlikely to have a formal credit history, no or limited collateral, unstable

incomes, unpredictable spending patterns, and thereby no or low scores in credit bureau
records. They may behave in a manner which may remain unobserved from the lenders (how is

the loan amount being utilised, success of intended use, etc). N has a loan portfolio of INR 100

crore for such customers. However, owing to the aforementioned risks involved, it charges
interest at the rate of 23 percent per annum.

This is unattractive or unaffordable to a lot of potential customers in this segment. As a result, N

is unable to get enough borrowers, and a lot of low income individuals remain excluded from



formal credit, particularly C, a low income individual, who needs a loan of Rs. 50 lakhs, but

cannot afford to pay interest of INR 11.5 lakhs.

D is a default loss guarantee provider which has agreed to recoup defaults of up to INR 20 crore
to N. For the guarantee, N agrees to pay to D agreed fee or a part of its revenue generated. As a

result, N has reduced the rate of interest to 20 percent per annum.

This is attractive to a lot of potential customers, including C, who can afford to pay interest of
INR 10 lakhs. As a result, N is able to expand its credit portfolio and C is able to access finance. In

case C defaults, D will recoup the loss incurred by N.

Step 1: Identification of market failure

The first step in a RIA is to identify market failure or the key problem which needs to be resolved.
Market failure is a situation when the market fails to ensure efficient allocation of resources leading to

sub-optimal outcomes for participants and loss of overall societal welfare. [6]

In the DLG enabled digital lending market, credit risk is effectively transferred from lender to DLG

provider, to the extent of DLG cover available. As a result, the DLG provider has more information and
control over terms of credit than the borrower. It can influence actual annual percentage rate/ cost of

borrowing, processing charges, maintenance charges, prepayment terms, penalties for delayed

payments and defaults, recovery mechanisms, grievance redress, data collection and sharing
protocols, and dispute resolution mechanisms. [7]

Consequently, there is information asymmetry between DLG provider and borrower. This can lead to

following problems:

1. Lack of consumer protection: Borrowers may not have complete information about terms of loan, or
DLG arrangement. Even when information is provided, it may be technical in nature, which borrowers

may not clearly understand. This could lead to unsuitable borrowing, or borrowers agreeing to

unfavourable terms. Borrowers may lack clarity on amount borrowed, rate of interest, or repayment
period, penalties for delayed payments, recovery mechanisms, and mechanisms to seek redress from

lenders. This can result in consumer protection related challenges.

2. Systemic risk: If a DLG provider is unable to honour its commitments, counterparty risk arises. The
lender will need to bear the credit risk, absorb the losses, which may increase its cost of operations,

resulting in operational risk. This may impact its existing and potential borrowers and the digital

lending market. If this happens with large or multiple DLG providers, systemic risk concerns may arise.
Similarly, insurance from default risk by DLG provider may create moral hazard and nudge lenders to

make risky lending, which can increase the possibility of delinquency. This may increase the liability of

the DLG provider, which it may not be in a position to cover.



There have been instances in the past when a DLG provider suffered a significant loss owing to its DLG

commitment and had to rely on capital infusion by its related parties to continue operations. [8]  If the
loan book is substantial or the DLG arrangement covers a significant part of the loan, or there are

multiple such DLG arrangements, the possibility of systemic risk cannot be ruled out. [9]  Consequently,

significant enhancement in risky lending may exacerbate systemic risks.

In India, these concerns have been amplified since DLG has been reportedly recorded to be as high as

80 percent of the loan portfolio. [10]  Some DLG providers provided DLGs a few times their equity

cushions and therefore it was unclear whether they had adequate means to service the claims, if they
materialised. [11]  The government-appointed working group recognised this issue and highlighted the

concerns with the rent-an-NBFC model by digital lenders. [12]

As a result, since the borrower and lender do not have complete and accurate information regarding

DLG provider, which could result in consumer protection and systemic stability related risks, the key
market failure in the case of DLG enabled digital lending is caused by information asymmetry. Bad

actors can take undue advantage of this situation, which can result in fraud, cheating, and related

concerns.

Addressing the market failures caused by information asymmetry can lead to several positive

consequences. These include prevention and reduction in grievances and complaints by borrowers,

reliable counterparty arrangements between digital lenders and DLG providers, increased trust and
confidence in the digital lending ecosystem. The window of opportunity with suspicious actors to

engage in misrepresentation and illegal activities will reduce leading to prevention and reduction of

fraudulent activities. Addressing market failure leading to efficient functioning of markets and
consequent reduction in fraudulent actors and actions may also help enhance investment in the

market, or prevent reduction in investment. Similarly, addressing information asymmetry may also

help market players be more confident in engaging with potential borrowers and ensure inclusion.

Box 3: Market failure in DLG arrangements

N is directly regulated by the RBI, and has obtained RBI’s permission to operate. It is subject to

restrictions imposed by the regulator, needs to make periodic reporting to the regulator, and
the RBI can impose sanctions in case N violates any applicable regulations.

D is an unregulated entity, not requiring any license from any regulator. RBI has not imposed

any conditions on D, neither can review its operator, nor can impose any sanctions.

Despite being unregulated, as a result of the DLG arrangement between D and N, D practically
takes over credit and default risk from N, at least partially. In some cases, D may guarantee up to

80 percent of N’s portfolio, effectively becoming the lender. For instance, say N has a loan

portfolio of Rs. 100, and D assures a cover of default up to Rs. 80. The typical default rate for the
target segment is Rs. 25, but D has capital of only Rs. 10. For the covered loan portfolio,

borrowings of Rs. 30 suffer a default. However, D is unable to cover defaults of the additional Rs.

20, i.e. twice its equity cushion.



Moreover, the arrangement between D and N is not disclosed to the RBI or the borrowers.

While N enters into agreement with the borrower, if D guarantees a substantial portion of the
loan portfolio, it may be considerably influencing rate of interest, repayment terms, delayed or

early payment charges, processing fees/ charges, recovery practices, data collection, processing

and sharing mechanisms. Many of these may not be clearly disclosed to the borrower. In case
the borrower has some queries or raises some grievances, N may not be in a position to provide

necessary support or redress. This may lead to more complaints and grievances by borrowers

against lenders. Consequently, addressing the market failure due to information asymmetry
may help reduce or prevent such complaints or grievances.

Similarly, in case of disagreement between interpretation of terms of agreement between N

and D, leading to D not honouring terms of guarantee arrangement, N’s operational cost will
rise, and its existing and potential borrowers might be adversely impacted, consequently

impacting the digital lending market.

Step 2: Does the market failure fall within the
regulator's jurisdiction?

The RBI is the regulator of lending, including digital lending. The RBI Act authorises it to operate the

credit system of the country. [13]  It also regulates non-banking institutions receiving deposits and

other financial institutions. [14]  Thus, the RBI is best placed to address the market failures caused due
to information asymmetry.

In DLG enabled digital lending, several critical decisions, including those related to collection, use, and

processing of data of borrowers, may effectively be taken by the DLG provider and not solely by the
lender. Among other things, borrowers may not have clarity about how their data is being collected

and used, and information asymmetry may exist in this regard as well. In case of misuse/ theft of data

or violation of privacy of borrowers, accountability related concerns may arise, such as, if the digital
lender or DLG provider is data fiduciary under the digital personal data protection laws of the country.

To avoid inconsistent approach towards addressing borrower data related information asymmetry, RBI

may need to coordinate with data protection agencies of the country . [15]

Step 3: Identification of options before the
regulator

There are always multiple options available to the regulator to address the market failure. [16]  While
identifying options, the regulator must consider varied possibilities ranging from no-regulation/ do

nothing to stringent regulation, its experience of enforcing regulation, market readiness to internalise

the changes required, and broader policy objectives. For instance, while considering regulation of DLG
enabled digital lending by NBFCs, the regulator must realise its role in ensuring availability of credit to



MSMEs, small entrepreneurs and low income consumers, one of the key policy objectives of the

government. All the options which the regulator considers should be compared with do nothing
scenario, to clearly identify changes proposed to the baseline, and consequent impacts on

stakeholders.

Some of the options that the regulator could consider are as follows:

Option 1: Mandatory complete and accurate disclosure to the regulator (reporting) and public
(publication) about risk allocation and risk management practices between NBFCs and DLG

provider, accountability mechanisms, and periodic updates. Disclosure of key consumer-relevant

terms to borrowers, particularly cost of loan, repayment terms, and interest in case of delayed
payment, in standard understandable template.

Option 2: Capping DLG cover to a certain proportion of loan portfolio (5 percent), and imposing
additional conditions on loans covered by DLG, recognition of non-performing assets (NPA) by

NBFC, and calculation of regulatory capital for DLG provider. This is the RBI’s preferred approach

and it has proposed it in the draft RBI (NBFC - Credit Facilities) Directions, 2025. [17]

Option 3: Authorising a self-regulatory body (SRB) [18]  for the sector to determine, monitor and

enforce acceptable levels of DLG depending on the DLG provider and NBFC, risk management,
proportionate capital requirements, and disclosure standards, and issue such codes in

consultation with stakeholders.

Option 4: Allowing graded approach for DLG cover (ranging from 5-50% of the outstanding loan
portfolio) [19]  as a proportion of loan outstanding and capital available with DLG provider, taking

into account fraud risk, and periodic certification from NBFC of compliance with regulatory

requirements.

Box 4: Options to address market failure in DLG arrangements

Option 1: N discloses terms and conditions of DLG arrangement to RBI and its customers. This

will help the regulator understand the arrangement between D and N and fix accountability in
case D is unable to honour its commitment. Similarly, disclosure to the regulator will nudge D

and N to act responsibly and articulate the terms of their arrangement clearly. This will also

reduce the possibility of misinterpretation and disputes. Disclosure to borrowers will also help
them understand whom to contact in case of clarifications, concerns, questions, and grievances,

and in case any legal action is required.

Option 2: Capping DLG to a certain proportion of N’s portfolio, say 5 percent. In such a case, if N’s
portfolio is INR 100 crore, the DLG cannot be of more than INR 5 crore. This will help limit the

role of unregulated third parties in the digital lending ecosystem and reduce the possibilities of

D not honoring their commitments, thereby helping ensure market certainty and stability.

Option 3: Authorising a self regulatory body to determine, monitor and enforce acceptable
levels of DLG. No one size fits all cover but SRB decides and enforces on a case-by-case basis.

This will help market participants contribute to the determination of DLG levels, in a manner



that they are not overly restrictive, make periodic improvements, and maintain compliance. This

will ensure transparency, peer-level monitoring of DLG arrangements.

Option 4: Allowing graded approach to DLG coverage, ranging from 5 to 50 percent, depending
on loan outstanding, capital with DLG provider. No one size fits all cover but SRB decides and

enforces on a case-by-case manner, based on clearly prescribed principles and requirements.
This will help adopt a customised approach for DLG coverage corresponding to the risk taking

abilities of D and also ensuring that adequate levels of DLG covers are available, N is not worse-

off because of D’s inability to honour their commitment, and adequate finance is available for
potential borrowers. Avoiding one-sized fit all approaches and ensuring regulatory recognition

of DLG arrangements will ensure certainty and predictability.

Step 4: Identifying stakeholders and factors likely
to be impacted

The fourth step in the RIA process is identifying key stakeholders likely to be impacted directly as well

as indirectly by the different options being considered by the regulator. These could include market

players, intermediaries, consumers, regulators, potential consumers, potential market players/
entrants. In addition, impact on factors/ aspects like markets, society, environment, competition,

innovation, among others, also needs to be identified. Important to note is that these may not

necessarily be neatly identified stakeholder categories (like lenders) at this stage, and can include
factors (like innovation) as well. Casting the net as wide as possible is essential to ensure that interest

of no stakeholder/ factor is overlooked and a holistic exercise is undertaken.

Considering the options, the key stakeholders likely to be impacted would be:

NBFCs engaged in digital lending;

DLG providers;

Borrowers (including MSME, new to credit, and existing borrowers);

entities in the value chain, such as digital lending apps/ platforms through whom borrowers

receive and provide all the relevant information;

Investors in NBFCs engaged in digital lending and DLG providers;

Regulator i.e. RBI;

Self-regulatory body;

intermediaries involved in managing relationships between NBFCs and DLG providers and

ensuring compliance with regulations, including lawyers, advisors, auditors, company secretaries,

etc;

Potential NBFCs;



Potential DLG providers;

Potential borrowers;

family/ household of borrowers

Similarly, the key factors likely to be impacted would be:

Competition in the digital lending market

Access to credit to potential borrowers

Innovation in the digital lending market

It must be recognised that regulatory interventions may affect different stakeholders to varying

degrees. For instance, the impact on large firms may differ materially from that on small firms.
Similarly, sophisticated consumers or borrowers may be affected differently from vulnerable ones; in

the context of lending, the impact on MSMEs may not be the same as that on retail borrowers. Where

such differences are material, these stakeholders will be treated as distinct categories. It should also
be noted that this stage involves only the initial identification of stakeholder groups. As the analysis of

impacts deepens, certain groups may be consolidated into broader categories, while others may be

further disaggregated to reflect meaningful differences in impact.

Step 5: Selection of RIA method

The fifth step in the RIA process is selection of RIA method. Selection of an appropriate method is

important as RIA methods help evaluate and compare/contrast the strength of various options

against each other - and arrive at a preferred option, likely to address the market failure in a manner
that net benefits on the stakeholders are highest or net costs are lowest.

Key methods of RIA include cost-benefit analysis, cost-effective analysis, multi-criteria analysis, least

cost method, and partial RIA. A method is chosen based on availability of relevant data and
information; broad understanding of costs and benefits including the possibility of their

quantification, and monetisation; dissimilarity in different options; prioritisation of certain stakeholder

interests; and time available. For instance, when benefits of different options are largely similar, cost-
effective analysis is used, however, benefits are not relevant, least cost method is used.

In case of DLG enabled digital lending by NBFCs, different options may lead to different costs and

benefits, and it is possible to examine each of them differently. Cost-benefit analysis is also the most

popular and most used method of RIA, which will be used for the purposes of this case study as well.

Step 6: Identification of costs of different options

The sixth step of the RIA process is identifying direct and indirect costs of different options. The

methods of estimating/ calculating such costs is Different cost categories can be clubbed together in



the following manner:

Familiarisation costs: Stakeholders like market participants, consumers, intermediaries may

require external or expert support in understanding the implications of new regulatory
requirements. Familiarisation costs capture such costs of understanding new requirements.

Regulatory charges: New regulatory requirements may impose application/ license fees and
renewal charges on market players and intermediaries. These may be one time or periodic in

nature, to be paid to the regulator or the SRO. Regulatory charges capture such direct costs

imposed on stakeholders.

Time costs: Stakeholders like affected firms may need to recruit or depute dedicated staff to
manage compliance with new regulatory requirements. Alternatively, existing staff may need to

devote more time towards complying with new requirements. Time costs capture time required

to be invested by staff to comply. Similarly, consumers may also need to follow new processes,
deal with new forms, or technologies, as a result of new regulations. This may require investment

of more time for compliance. Time costs also aim to capture such costs incurred on consumers

and beneficiaries. At the same time, the regulator or SRO may need to depute dedicated staff to
review applications, filings, and compliance documents filed by stakeholders, emerging from new

regulatory requirements. They may also be required to enhance their monitoring and supervision

activities. This could mean more time investment by existing staff of regulatory or SRO, or
recruitment of additional staff. Time costs also aims to capture such costs incurred by regulators

and SRO. These costs may also be categorised as administrative costs.

Substantive costs: As a result of new regulatory requirements, stakeholders, particularly market
players and intermediaries, may need to procure and install systems, processes, materials, to

ensure compliance. Consumers may also need to procure new technological devices to follow the
desired processes or submit relevant forms that may be required owing to the new regulatory

requirements. Similarly, regulators or SROs may need to procure systems or tools to process

documents or ensure required monitoring and supervision, emerging from the new regulatory
requirements. All such new procurement owing to the additional regulatory requirements is

captured by substantive costs. These also include cost of non-compliance, i.e. sanctions, in form of

penalties and/ or other actions taken by the regulator or the SRO.

Capital cost: New regulatory requirements may require market players to invest in specific

instruments or keep additional capital for risk management or credibility purposes. As a result, the

capital gets locked-in. The capital cost capture costs incurred by stakeholders owing to such
locked-in capital or similar resources.

Opportunity costs: The new regulatory requirements may require stakeholders to undertake
specific activities in a particular manner. This would require deployment of time, efforts and

resources by such stakeholders. Consequently, they may not be able to use such time, effort and

resources in the manner they deem fit, resulting in loss of opportunities like delayed expansion,
loss of projects, and deferred investments. Such opportunity loss is captured by opportunity costs.

Owing to inability to undertake preferred activities, market players may also lose out on revenue

and profits. Thus, revenue lost may be categorised as opportunity cost, or it may be categorised
separately as well.



Insurance/ indemnity: Some new regulatory requirements may increase risk or uncertainties for

market players, who may need to obtain insurance for business activities or incorporate indemnity
clauses in their ongoing agreements. The cost of such insurance/ indemnity and related

mechanisms to manage unpredictability needs to be captured.

Revenue lost: As indicated earlier, owing to new regulatory requirements, stakeholders,

particularly market players may not be able to undertake planned business activities. One of the

unintended consequences of inability to do so could be loss of revenue, which needs to be
captured. While it is possible to record revenue lost along with opportunity cost, revenue lost is

often a consequence of opportunity cost. In other words, inability to expand business is

opportunity cost, but the revenue not earned due to inability to expand business is revenue lost.

Intermediary costs: Fees paid to third parties like lawyers, bankers, accountants, auditors,

certification agencies

Entry costs: The new regulatory requirements may impose stringent eligibility criteria,

requirements or restrictions for market entry. Such costs on potential market players are captured
in the form of entry costs.

Access costs: Due to new regulatory requirements, market players may increase the price of their
products and services. Alternatively, the availability of relevant products and services may become

limited. They may be available at specific locations within a specified time frame. The difficulty in

accessing relevant products and services by consumers due to limited availability, high price,
stringent availability criteria is captured in the form of access costs.

Search costs: Engagements between different market players, such as service providers and

intermediaries may be a normal business practice. The new regulatory requirements may make it
difficult to identify right counterparties, thereby increasing search costs, which need to be

captured.

Switching costs: The new regulatory requirements may lead to reduction in the number of market

players, thereby unintentionally creating difficulties for consumers and other stakeholders in

changing their counterparties or service providers. Such costs are captured as switching costs.

Costs passed on: The new regulatory requirements may impose costs on a specific stakeholder

category, which may pass on such costs to other stakeholders. For instance, the regulatory
requirements may impose additional time and substantive costs on businesses, to recover which,

they may increase the price of their products and services for consumers. In this case, the

consumers end up bearing the actual costs, which need to be captured as costs passed on. The
costs incurred on businesses are compensated by additional revenue they generate by raising the

price of their products and services. Consequently, the impact on industry, to the extent the costs

are passed on to consumers, is net zero. If industry internalises some portion of the costs, that
should not be included in costs passed on.

Slow growth: As indicated earlier, inability to invest time, money and resources in business
activities owing to new regulatory requirements may adversely impact growth of the affected

firms, which may eventually affect growth of the market/ sector. While firm level impact may be

captured with opportunity costs, the market/ sector level impact, in terms of reduced growth, may
need to be separately captured.



Reduced investment: As indicated earlier, the requirement to lock-in capital and other resources

owing to new regulations may limit the ability of firms to make investments in business
operations. While it may be possible to capture such firm level impact within opportunity costs,

any impact in the form of reduced investments at a market/ sector level may need to be

separately captured. In addition, new regulatory requirements may reduce the attractiveness of
the sector/ market for existing and potential investors. Such costs also need to be separately

captured.

Reduced competition: The new regulatory requirements may make it difficult for interested

stakeholders to enter the market and may also nudge some existing players to exit the market,

thereby freeing labour and capital. This may lead to reduced competition, which needs to be
captured.

Reduced innovation: The compliance cost imposed on businesses may limit their ability to
innovate. While it may be possible to cover firm level impact with opportunity cost, the market/

sector level reduction in innovation may be separately captured.

Delay cost: The new regulatory requirements may lead to increase in processes, and impose due
diligence, certification, monitoring or supervision requirements, which could lead to delay in

business operations, partnerships, or expansion. The cost of such delay needs to be captured,

which can be estimated by using the average daily net profit multiplied by the number of days of
delay. Owing to delay in certification, starting of business and engaging with consumers.

Income loss: The new regulatory requirements may impose restrictions on existing or potential
market players and intermediaries to enter or operate in some markets. This may lead to loss of

existing or potential income. While it is possible to cover this within opportunity cost, it may be

useful to segregate loss of existing income from loss of income which could have been earned if
restrictions were not in place.

Co-ordination costs: The new regulatory requirements may require different stakeholders,
particularly, regulators, to co-ordinate with each other. Time, efforts, and resources would be

required for such co-ordination. These costs will need to be assessed.

Inconsistency: Some regulatory requirements may seem inconsistent with the broader or other
policy objectives of the government. Lack of consistency may require affected stakeholders,

particularly firms, to incur costs, which need to be assessed.

Informality: The costs imposed by some regulatory requirements may force some stakeholders,

particularly small and micro businesses, workers, consumers, to move out of formal ecosystem,

and enter into informal markets of finance (unregulated financers), jobs (contract labour), which
may impose further costs on such stakeholders, which need to be captured.

Health and consumption: In order to meet costs imposed by new regulatory requirements, some
stakeholders, particularly consumers and households, may end up cutting down on their health

and/or consumption related expenditure, leading to negative impacts. Some may also end up

facing health and/or consumption shocks. These impacts need to be captured.

Some of these costs may be incurred by stakeholders to varied degrees depending on the option.

A representation of key costs on stakeholders as a result of different options discussed above is as
follows:



TABLE 11.4

Cost Op 1: Reporting and
disclosure and
periodic updates

Op 2: Standard low
cap, with restrictions
on DLG availability,
conditions on NPA
recognition, and
capital requirements

Op 3: SRB to
determine and
enforce acceptable
DLG levels, capital
requirements, and
risk-management
practices

Op 4: RBI’s Graded
approach to DLG
based on capital
invested, loans
disbursed, fraud-
possibility,
certifications

Familiarisation ✔ ✔ ✔ ✔

Regulatory ✔

Time ✔ ✔

Substantive

Capital ✔ ✔

Opportunity ✔

Revenue ✔

Intermediary ✔

Indemnity ✔

Entry ✔

Access ✔

Switching

Search

Passed-on ✔ ✔ ✔

Growth rate ✔ ✔ ✔

Investment ✔

Competition ✔

Innovation ✔



Cost Op 1: Reporting and
disclosure and
periodic updates

Op 2: Standard low
cap, with restrictions
on DLG availability,
conditions on NPA
recognition, and
capital requirements

Op 3: SRB to
determine and
enforce acceptable
DLG levels, capital
requirements, and
risk-management
practices

Op 4: RBI’s Graded
approach to DLG
based on capital
invested, loans
disbursed, fraud-
possibility,
certifications

Delay

Income ✔

Co-ordination ✔

Inconsistency ✔

Informality ✔

Health ✔

Consumption ✔

The table represents key costs imposed on diverse stakeholders under different options. Some other
costs may appear as understanding of the impact of different options evolve. Also, a stakeholder may

get adversely impacted under different options, but by varied degrees. For instance, the growth rate of

a market may get adversely impacted in all options, but to varied degrees. Also, a greater number of
cost types may not necessarily mean higher burden. Some costs may be negligible in nature, spread

over a large number of units in a stakeholder category, or occur sometime in future. On the other

hand, a lesser number of costs may need to be incurred immediately and could be severe in nature.

Step 7: Identification of benefits of different
options

The seventh step in the RIA process is identification of direct and indirect benefits to different
stakeholders, of varied options considered by the regulator. It must be noted that benefits can accrue

over a period of time, or sometime in future. Also, benefits may differ with size of the firm and

sophistication of the consumer.

Some key benefits could include:

More choice: Increase in reliable options for stakeholders

Lower price: Reduction in cost of loan for borrowers



Better quality/ transparency: Addressing challenges caused by the information asymmetry

constraints between lenders and DLG providers can help improve reliability of counterparty
services

Reduction in harm: Addressing the problem caused by information asymmetry may reduce the
possibility of fraudulent actors to engage in the market Reduced possibility of fraud/ engaging

with a fraudulent actor, or actors not fulfilling their promises for unreasonable reasons, and

consequently reduction in complaints

Improved grievance redress: Reduction in information asymmetry may lower the possibility of

disputes, disagreements, grievances and complaints between stakeholders, thereby improving

the rate of grievance redress

Increased trust: Addressing information asymmetry and reduction in possibility of fraud would

enhance the trust and confidence among stakeholders, particularly borrowers in the digital
lending market

Enhanced inclusion: Clarity in terms of engagement between stakeholders, particularly, lenders,
DLG providers, and borrowers, can enable these stakeholders to operate efficiently in the market,

increasing the possibility of including hitherto excluded groups in the market

Enhanced income: Reduction in information asymmetry and reduced possibility of fraud is likely

to lower the rate of defaults, leading to enhanced income or reduced losses

Time savings: Reduced information asymmetry can help lower search and time costs which can
save time of stakeholders, particularly lenders and borrowers in the digital lending market

Increased investment: Reduction in information asymmetry, lowering of fraud rate, reduction in
disputes and grievances can enhance predictability and certainty in the market. This can lead to

increased investment in the sector

Reputation enhancement: Removal or reduction of bad actors from the market and addressing

information disproportionality would lead to only genuine players remaining in the market,

strengthening their reputation.

While the benefits may accrue to stakeholders under different options to varied degrees, a

representation of key benefits on stakeholders as a result of different options discussed above is as
follows:

TABLE 11.5

Benefits Op 1: Reporting and
disclosure and
periodic updates

Op 2: Standard low
cap, with conditions
on NPA recognition
and capital
calculation

Op 3: SRB to
determine and
enforce acceptable
DLG and risk-
management
practices

Op 4: RBI’s graded
approach to DLG
based on capital
invested, loans
disbursed,
certifications

More choice ✔

Better quality ✔ ✔ ✔



Benefits Op 1: Reporting and
disclosure and
periodic updates

Op 2: Standard low
cap, with conditions
on NPA recognition
and capital
calculation

Op 3: SRB to
determine and
enforce acceptable
DLG and risk-
management
practices

Op 4: RBI’s graded
approach to DLG
based on capital
invested, loans
disbursed,
certifications

Fraud reduction ✔ ✔

Improved redress

Increased trust ✔ ✔

Enhanced
inclusion

✔

Enhanced income ✔

Time saving ✔ ✔

Increased

investment

✔ ✔ ✔

Reputation ✔ ✔

The table represents key benefits likely to be experienced by diverse stakeholders under different

options. Some other benefits may appear as understanding of the impact of different options evolve.

Also, a stakeholder may get benefits under different options, but by varied degrees. For instance, harm
may get reduced in all options, but to varied degrees.

Also, a greater number of benefit types may not necessarily mean higher benefit. Some benefits may

be negligible in nature, spread over a large number of units in a stakeholder category, or occur
sometime in the future. On the other hand, a lesser number of benefits may be experienced

immediately and could be significant in nature.

Step 8: Estimation of costs [20]

The eighth step in the RIA process is estimation of costs. While it may be possible to qualitatively
understand some costs, for some others it may be possible to go beyond qualitative assessment and

quantify the costs (for instance, number of firms going out of the market). In case of some other costs,

it may be possible to attribute a monetary value (for instance, salary cost of an employee engaged in
compliance).

Key methods for estimation of costs include: [21]



Data available with regulator: This can include data related to entry and exit of entities, fees/

charges collected, growth of market, nature of consumers, complaints addressed, and periodic
compliances, across markets it regulates, including digital credit. The regulator should also collect

data on time devoted by firms in managing compliances.

Cost/ fees/ charges provided in regulation

Proxies from data available regarding similar compliances:

in other areas

on other stakeholders

by other regulators

in other countries

Proxies from data available regarding other compliances on same stakeholders

Estimates available in public domain

Data collection from stakeholders/ representatives/ associations/ self-regulatory organisations. For

instance, the Fintech SRO issues data related to the fintech industry (including digital credit) and

its growth on a periodic basis. [22]

Quotes from service providers/ vendors/ third parties

Estimating time invested for compliance and calculating time value of money, through standard

cost model [23]

Surveys using methods like willingness to pay and accept [24]

Experiments, simulations, and behaviour analysis

Focus group discussions

Expert interactions and stakeholder consultations

For the purpose of case study on digital lending, we focus on publicly available data released by the

regulator, SRO, and credible research and media reports. Given options 2, 3, and 4 deal with imposing
caps on DLG cover by the regulator, albeit to varied degrees, the discussion of costs likely to be

imposed by them is done together.

As per the fintech SRO report, as of June 2025, the digital personal loan volumes were 5.69 crore with

an outstanding value of Rs 1.20 Lakh crore. Of these, digital NBFCs sanctioned 3 crore loans
amounting to Rs 43,019 crore, with an average ticket size of Rs 14,270. [25]  Digital NBFCs typically deal

in loans of small ticket size [26] , and around 46% of their loans were below Rs 50,000. [27]

Digital NBFCs address credit needs of unorganized MSME and retail segments, [28]  and specifically
target borrowers who are new to formal financial services. Many of these (around 40% of digital NBFC

borrowers), do not have a credit score or are scored high risk or above in bureau records. [29]

Consequently, digital NBFCs borrower segments are those wherein default risk remains higher than

usual. [30]  In order to provide unsecured personal and business loans to such groups, NBFCs resort to



innovative mechanisms like default loss guarantee wherein the DLG typically cover 15-20% of their

portfolio. [31]

As indicated above, one of the ways to estimate costs of a regulatory option is to examine if the
stakeholders have been subjected to similar regulatory frameworks in the past. Past experience of

market response to regulatory changes can be a good proxy to estimate the likely impact of proposed
changes.

Market growth: The digital NBFC sector has been subject to regulatory tightening for quite some time

now. The regulator has been worried about risk exposure to the sector and thus intends to push

industry towards careful lending. As a result, the growth rate of the loan sanctions is moderating over
time.

As per SRO reports, In Q1 FY 2025-26, the loan sanction volume and value increased by 13% and 17%,

respectively, as against 23% and 34% in Q1 FY 24-25. [32]  Stakeholders attribute this slowdown to
tightening of norms around unsecured lending by digital NBFCs. Previously as well, tighter norms and

resulting business model changes resulted in decline of digital lending volumes by 10% in Q3 of FY 22-

23 compared to Q2 of 22-23. [33]

Consequently, it is likely that options that aim to put restrictions on DLG may contribute to decline in
growth rate of the digital lending market. A small one size fits all cap on DLG, such as 5%, is likely to

result in greater decline in growth rate, as against other options wherein RBI imposes proportionate

risk based measures, or when the regulation is designed by SRO in consultation with industry.

Industry estimates indicate that digital NBFC loan value as of June 2025 was Rs 43019 crore, and the

market had grown at the rate of 17% the previous year. Given the stringency of proposed options,

following scenarios have been been envisaged, regarding growth rate of digital lending market:

TABLE 11.6

Scenario 1 (Growth rate %) 2 (Growth rate %) 3 (Growth rate %)

Option 2 11 12 13

Option 3 12 13 14

Option 4 13 14 15

Growth of digital lending market in different scenarios and estimated opportunity lost in terms of
value of digital lending market when compared with normal growth rate of 17 percent is showcased

below:

Scenario 1



TABLE 11.7

Option Estimated market size (Rs crore) Estimated opportunity lost (Rs crore)

Normal growth rate (17%) 50332

Option 2 (11%) 47751 2581

Option 3 (12%) 48181 2150

Option 4 (13%) 48611 1721

Scenario 2

TABLE 11.8

Option Estimated market size (Rs crore) Estimated opportunity lost (Rs crore)

Normal growth rate (17%) 50332

Option 2 (12%) 48181 2150

Option 3 (13%) 48611 1721

Option 4 (14%) 49042 1291

Scenario 3

TABLE 11.9

Option Estimated market size (Rs crore) Estimated opportunity lost (Rs crore)

Normal growth rate (17%) 50332

Option 2 (13%) 48611 1721

Option 3 (14%) 49042 1291

Option 4 (15%) 49472 860



Consequently, the opportunity loss in terms of NBFC digital market loan value growth not realised

owing to restrictions under three options is as follows:

TABLE 11.10

Option Estimated opportunity lost (Rs crore)

2 (5% DLG cap) 1721 - 2581

3 (SRO cap, monitoring and enforcement) 1291 - 2150

4 (RBI proportionate risk based) 860 - 1721

As is evident, assumptions are an important component of estimation of costs. While the basis of
assumptions can be past experience, both the assumptions as well as consequent impact are

required to be validated through stakeholder consultations and expert interactions.

Digital NBFCs: In order to comply with the proposed provisions, particularly of option 2, digital NBFCs
will need to increase provisions for potential loan defaults. This is in addition to guarantee protection

against the same loss, offered by the DLG provider. In effect, multiple entities will need to set aside

buffers for the same loan pool, [34]  resulting in opportunity cost of capital not being deployed
elsewhere. Such stringent operational conditions will impact origination volumes and fee income and

therefore earnings. [35]  This may diminish their appeal for new business and expansion. [36]  Reportedly,

members of United Fintech Forum, an industry association, had met the regulator with a request for
reconsideration of the requirements for provisioning for digital lenders (NBFCs) with risk-sharing

arrangements. [37]

For instance, at present, the cost of funds for digital NBFCs is usually around 8 percent and they

typically charge 20 percent interest, which means a net interest margin of 12 percent. The cost of
operations are typically 4 percent and the NPA is around 3 percent. This leaves the profit margin to be

around 5 percent. [38]  This is summarised in the table below:

TABLE 11.11

S. no Baseline

1 Total loan Rs. 100 crore

2 Cost of funds (8%) Rs. 8 crore

3 Interest charged (20%) Rs. 20 crore



S. no Baseline

4 (3 -2) Net interest margin (total revenue before operating
cost)

Rs. 12 crore

5 Operations cost [39] Rs. 4 crore

6 (4-5) Revenue after operating cost but before NPA (profit
before NPA)

Rs. 8 crore

7 NPA [40] Rs. 3 crore

8 (6-7) Profit after NPA Rs. 5 crore

When DLG is capped at 5 percent, the operations cost increases as the lender will need to invest more
time and resources in screening, due diligence, examining creditworthiness of prospective applicants,

and also make efforts for recovery in case of default.

However, such efforts by the lender are also likely to improve the quality of credit, repayment by
borrowers, and reduce the likelihood of default, and the loan becoming NPA.

Assuming that the cost of operations increase by 10% and NPAs reduce by 10%, the net profit likely to

be realised by the lender after NPA is likely to reduce:

TABLE 11.12

S. no Option 2: DLG cap at 5%

1 Total loan Rs. 100 crore

2 Cost of funds (8%) Rs. 8 crore

3 Interest charged (20%) Rs. 20 crore

4 (3 -2) Net interest margin (total revenue before operating
cost)

Rs. 12 crore

5 Operations cost [41] Rs. 4.4 crore

6 (4-5) Revenue after operating cost but before NPA (profit

before NPA)

Rs. 7.6 crore

7 NPA [42] Rs. 2.7 crore



S. no Option 2: DLG cap at 5%

8 (6-7) Profit after NPA Rs. 4.90 crore

When there is no one-size fits all cap on DLG, and it is determined by the regulator based on past

performance of the lender, capital availability, and risk profile of borrowers, while the operations cost is

likely to increase, it is unlikely to increase as much as in case of 5% cap on DLG.

At the same time, since DLG still remains regulated, including its invocation and use remaining

subject to conditions imposed and monitored by the RBI, the lender will remain cautious in lending,

resulting in reduction in default rate. Consequently, the NPA is likely to reduce, however, not as much
as in the case of 5% cap on DLG.

Assuming that the cost of operations increase by 5% and NPAs reduce by 5%, the net profit likely to be

realised by the lender after NPA is likely to reduce from baseline scenario, but remain higher than the
scenario in which a 5% cap is imposed on DLG. This is summarised in the figure below:

TABLE 11.13

S. no Option 4: Proportionate DLG regulation by RBI

1 Total loan Rs. 100 crore

2 Cost of funds (8%) Rs. 8 crore

3 Interest charged (20%) Rs. 20 crore

4 (3 -2) Net interest margin (total revenue before operating

cost)

Rs. 12 crore

5 Operations cost [43] Rs. 4.2 crore

6 (4-5) Revenue after operating cost but before NPA (profit
before NPA)

Rs. 7.8 crore

7 NPA [44] Rs. 2.85 crore

8 (6-7) Profit after NPA Rs. 4.95 crore

In a situation wherein DLG cap is designed, monitored and enforced by SRO, since the cap is co-

designed by the industry, the cost of operations for the lenders are likely to witness minimal increase,
less than the two scenarios discussed above.



However, since the enforcement by SRO is unlikely to be as stringent as a regulator, the NPAs, while

may reduce, may remain higher than the two scenarios discussed above.

Consequently, assuming that the cost of operations increase by 2.5% and NPAs reduce by 1.5%, the net
profit is likely to remain less than the scenario when risk based proportionate regulation is adopted by

the RBI. This is summarised below:

TABLE 11.14

S. no Option 3: DLG design and enforcement by SRO

1 Total loan Rs. 100 crore

2 Cost of funds (8%) Rs. 8 crore

3 Interest charged (20%) Rs. 20 crore

4 (3 -2) Net interest margin (total revenue before operating
cost)

Rs. 12 crore

5 Operations cost [45] Rs. 4.1 crore

6 (4-5) Revenue after operating cost but before NPA (profit

before NPA)

Rs. 7.9 crore

7 NPA [46] Rs. 2.96 crore

8 (6-7) Profit after NPA Rs. 4.94 crore

Consequently, per firm reduction in profits after NPA due to proposed options are estimated to be as

follows:

TABLE 11.15

Option Profit after NPA (Rs. crore) Estimated reduction in profit (Rs. crore)

Baseline 5

2 (5% DLG cap) 4.90 0.10

3 (SRO regulation and
monitoring)

4.94 0.06



Option Profit after NPA (Rs. crore) Estimated reduction in profit (Rs. crore)

4 (RBI proportionate regulation) 4.95 0.05

The aforementioned estimates are for a loan book of Rs. 100 crore. As indicated earlier, the total

estimated market size is around Rs. 50,000 crore. Consequently, the industry wide estimated

reduction in profit is discussed below:

TABLE 11.16

Option Industry wide estimated reduction in profit (Rs. crore)

2 50

3 30

4 25

Moreover, several digital NBFCs operate in high-risk segments where NPA risks are above 12 percent

and occasionally reaching 20 percent. In these situations, a 5 percent cap on DLG may squeeze

margins, [47]  and even make businesses unviable. [48]

Smaller NBFCs: Given the provisions of option 2 are proposed to be uniformly applicable across digital
NBFCs, apprehensions exist among smaller players that digital lending operations may not continue

to remain feasible for them. [49]  Moreover, the lack of capital could mean that NBFCs would be at the

mercy of larger financial institutions and would need to rely on partnerships for lending business, with
their potential competitors, [50]  thereby adversely impacting the competition and innovation in the

market. These fears may be reduced in option 4, which ensure proportional risk-based regulation, i.e.

DLG cover would depend on lender performance, DLG provider’s standing, default risk, and other
relevant factors.

DLG providers: The option 2 also proposes to impose significant restrictions on DLG providers in terms

of maintaining regulatory capital. This may reduce attractiveness for new business generation for
them. [51]  Apprehensions exist that the DLG business may not remain viable for some new players. [52]

Several firms may be forced to shut shop or pivot. [53]  This is indicated below:

TABLE 11.17

Period ending Loan outstanding value (Rs. cr.) [54] DLG cover possible (Rs. cr.)

Mar 23 56,927 8,539 (15%)



Period ending Loan outstanding value (Rs. cr.) [54] DLG cover possible (Rs. cr.)

Mar 24 90,977 13,647 (15%)

Mar 25 111,261 16,689 (15%)

Jun 25 120,122 6,006 (5%)

Thus, the restrictions on DLG cover are likely to significantly reduce the potential market for DLG,

thereby adversely impacting DLG providers. DLG market of around Rs. 10,000 crore is likely to be

unavailable in case 5% cap on DLG is enforced. Other options, with no stringent one size fits all caps,
are unlikely to adversely impact DLG markets.

Borrowers: The host of restrictions around DLGs may push NBFCs to increase interest rates for

borrowers. This will be considered as a cost passed on to consumers. For sectors like MSME loans

which used to benefit from competitive rates due to credit guarantees, it has been estimated that
lending rates may increase by 3 percent, reflecting the additional risk and provisioning costs to be

borne by lenders. [55]  This may make borrowing considerably expensive for MSME, informal and low
income retail segments, and could result in additional outflow of around Rs. 1,000 crore for loans

sanctioned during first quarter of FY 25-26, as indicated below.

TABLE 11.18

Item Baseline Option 2 Option 3 Option 4

Digital personal
loans sanctioned

during Q1 FY 25-26
(Rs. crore) [56]

43,019 43,019 43,019 43,019

Rate of interest 20% 23% 22% 21%

Total outflow from

borrowers (Rs.
crore)

51,623 52,913 52,483 52,053

Additional outflow

(Rs. crore)

1,290 860 430

If the cost of loans increase, some potential borrowers may not be able to afford digital loans, and

remain excluded from the formal market. Around 1 million potential borrowers may not be able to

afford digital loans, as indicated below:



TABLE 11.19

Period ending Live unique fintech borrowers (million)
[57]

Potential borrowers remaining unserved
(million)

Dec 22 14.4

Dec 23 20.2

Dec 24 23.3

Dec 25 (estimated at 12%
growth, if normal trend

continues)

26.1

Dec 25 (estimated at 6% growth,
under option 2)

24.7 1.4

Dec 25 (estimated at 8% growth,

under option 3)

25.2 0.9

Dec 25 (estimated at 10%
growth, under option 4)

25.6 0.5

Also, estimates indicate that only about 18% of MSMEs access credit through digital lending platforms.
Unavailability of credit at competitive rates is one of the key hurdles to growth of MSMEs, with an

addressable credit gap addressable to be around Rs. 30 lakh crore. Around 12% of micro enterprises

still borrow from informal sources. [58]  While digital NBFCs have been slowly making inroads into the
MSME segment, regulatory restrictions may pose a challenge for them to offer loans to MSMEs,

particularly micro enterprises, at affordable terms.

Investment: It has been reported that as a result of stringent regulatory scrutiny resulting into fears of
growth slowdown, the venture capital funding for the alternative lending sector has experienced a

decline of 12.9% this year, with a funding of USD 380.7 million from January to September 2025, as

compared to USD 437.3 million during the same period last year. [59]  Continued tightening of norms,
particularly under option 2, may see further slowdown in investment in the sector, which will

adversely affect its growth. Even a 1 percent decline may mean unavailability of investments worth

USD 3.8 million.

Co-ordination: While the government continues to encourage credit expansion to MSMEs and low
income groups, the withdrawal of DLG is expected to raise cost and conditions for borrowing for the

sensitive MSME and low income sector (as discussed above), for which the government continues to

encourage credit expansion. [60]  This may lead to inconsistencies between different government
policies, leading to co-ordination costs.



As a result of cap on DLG, and additional conditions, most companies will avoid risky unsecured

lending to thin file customers, and end up lending to customers with good credit scores, who are
coveted by all financial institutions. This could adversely impact the financial inclusion mandate and

the goal of bringing more people into the formal credit system. [61]

Default rates: One of the key objectives of stringent regulatory approach towards digital NBFC lending
is to ensure that non-performing assets remain low, i.e. loans are repaid on time. Even after stringent

regulatory scrutiny in the past, loans which have remained unpaid even 90 days past due date (DPD)

have remained highest in tier III and beyond locations (2.8%), among less than 25 year age group
(3.8%), comprising loans of less than Rs. 10,000. [62]  For these segments, loans that are 180 DPD

climbed to 8.6% in June 2025 from 7.1% a year ago. [63]  These segments are new to credit customers

served by digital NBFCs.

Consequently, it appears that the regulator’s approach to ensuring low risk levels is not leading to
desired results in the segment. This is why the importance of DLG lies, as it enables higher risk taking,

and serves potentially risky, but hitherto underserved customer segments. There appears to be little

evidence to suggest that capping DLG at low levels can help contain default rates.

Intermediary: To comply with the revised regulations, existing collaborations will need to be reviewed,

digital outsourcing and DLG contracts will have to be redrawn. Digital NBFCs may need to move away

from structures where loan portfolios and self-funded DLG cover were fluid and evolved over time
depending on the customers on-onboarded, to well defined structures which have upfront

specification and funding of DLG cover. [64]  This will require incurring intermediary cost, in form of fees

to lawyers, advisors, consultants, accountants, auditors and company secretaries.

Time costs: In terms of costs imposed by option 1, which impose reporting and disclosure obligations
on digital NBFCs, the major costs will be the cost of time incurred by staff to prepare relevant reports

and disclosures. The cost can be monetised using the standard cost model, after estimating the

number of hours required to be deployed by a staff per firm for compliance and calculating their
hourly remuneration.

For instance, assuming that 8 hours (1 day) are required to be devoted for compliance function every

month, and the monthly (20 working days) remuneration for the relevant staff is Rs. 40,000, the 1 day
remuneration comes to Rs. 2,000 which will be the per firm per month time cost for the purposes of

the case study. Consequently, the annual time cost per month per firm would be Rs. 24,000.

Administrative costs: As indicated earlier, in addition to costs on stakeholders, it is also important to
assess the cost of regulatory options on the regulator, in terms of ensuring administration and

enforcement. The time spent in these activities by the regulator can be monetised as per the standard

cost model.

Assuming the likely efforts required from the regulator to administer different options, option 2 is
likely to impose least cost on the regulator, owing to fixed DLG cap, while option 4 is likely to impose

most cost on regulator, since regulator will need to determine risk for different kinds of DLG covers,

considering varied factors, including borrower and lender profile and DLG providers’ performance in
the past. Similarly, option 3 is likely to impose time costs on SRO as it will need to design and enforce

codes and standards of practice for digital NBFCs and DLG providers.



While this section estimated costs of different options on varied stakeholders based on publicly

available data and certain assumptions, it will be important to verify such estimates and assumptions
through stakeholder consultation and expert interaction, to arrive at a robust estimation of costs.

Step 9: Estimation of benefits

The ninth step in the RIA process is estimation of benefits. Estimating benefits is typically a more

creative exercise than estimation of costs, and may require use of innovative assumptions and proxies.
Methods for estimation of benefits include: [65]

Estimating the number of consumers and other stakeholders likely to not experience harm/

experience benefits, for which proxies can be number of complaints/ grievances/ frauds/
regulatory actions by the regulator

Examining subjective well-being by identifying effect of comparable historical decisions and

preferred alternatives

Estimating time savings and monetary values of such savings

Estimating consumer and producer surplus through:

stated preference methods, involving choice experiments and contingent evaluation

revealed preference methods, involving observations and comparison

Surveys with likert scale and similar mechanisms

Mystery shopping

Delphi method: obtaining group opinion from experts

Simulations and modelling

Scenario analysis

Stakeholder consultation

For the purpose of this case study, we will focus on publicly available information and credible

research and media reports to estimate benefits of different options on stakeholders.

Transparency: Estimates suggest that clear caps on DLG will increase transparency, improve risk

management, and reduce systemic risk. [66]  The likelihood of hidden charges and undisclosed cost
will decrease, and in the event of default, the responsibility and its proportion on digital NBFCs and

DLG providers will be pre-defined.

Estimates suggest that dark patterns or deceptive practices, particularly related to drip pricing or
hidden charges, are prevalent in the digital lending industry at present. [67]  It is expected that some

options will enhance transparency in DLG enabled digital lending by NBFCs, and reduce hidden

charges and dark patterns for consumers.



Risk management: It is expected that the requirement of additional provisioning and requirements

under option 2 is expected to improve underwriting skills of digital NBFCs [68]  and reduce off-balance
sheet risks. [69]  Estimates indicate that regulatory tightening over time has led to portfolio

recalibration and improved risk distribution among digital NBFCs. This is because low DLG cover

availability will make digital lenders extra careful with their funds, invest more in exercises like due
diligence, assessment of credit worthiness, and choosing whom to lend. For instance, if 10% DLG cover

is available, then for 10% of loans, digital lenders are likely to take higher risk than for the remaining

loan portfolio. A report from industry body Unified Fintech Forum and credit bureau CRIF High Mark
indicates that the share of high-risk segments for NBFC fintechs has declined from 38.4% to 28.9%

over two years between June 23 and June 25, reflecting better risk controls. [70]  This will lead to

responsible growth, orderly development of credit sector, [71]  lending to borrowers with respectable
credit scores, thereby reducing the possibility of default.

Reduction in sanctions: Since April 2024, the RBI has cancelled certificate of registration of at least 6

digital NBFCs for irregular lending practices, such as outsourcing core decision making functions,
customer verification, credit appraisal, loan disbursal, loan recovery, [72]  data sharing [73] , failure to

review practices of lending service providers, [74]  charging excessive interest, [75]  among others. With

enhanced regulation under options 2, 3, and 4, it is expected that such episodes will reduce going
further.

Reduced harm: One of the proxies of reduced fraud/ harm to consumers could be reduction in the

rate of complaints against digital lending players. Based on the trend of complaints against digital

lending players, the harm reduction due to options is estimated below:

TABLE 11.20

Period Complaints against digital lending
players

Estimated reduction in consumers facing
harm

2021-22 7,813 [76]

1 April 2022 – 30 Nov 2022 5,090 [77]

Estimated complaints in 2026-
27 [78]  (normal growth rate of

negative 2.28 percent)

6,947

Estimated complaints if option
2 introduced in 2025-26 leads to

growth in complaints rate by
negative 5.28 percent)

6,740 207

Estimated complaints if option

4 introduced in 2025-26 leads to
growth in complaints rate by

negative 4.28 percent)

6,810 137



Period Complaints against digital lending
players

Estimated reduction in consumers facing
harm

Estimated complaints if option

3 introduced in 2025-26 leads to
growth in complaints rate by

negative 3.28 percent)

6,879 68

Estimated complaints if option 1
introduced in 2025-26 leads to

growth in complaints rate by
negative 2.78 percent)

6,917 30

Reduced delinquency rates: In case of digital lending, evidence suggests that regulatory tightening
does not immediately lead to reduced default rates. [79]  Delinquency may reduce over a period of time

as the market and borrowers adjust to a new regime. At present, around 20% of digital loans by

NBFCs, i.e. Rs. 8,000 crores, are to customers in a very high risk category, including having no credit
history. These have delinquency rate of around 8% at present (i.e. Rs. 640 crore). Estimating that these

rates are likely to moderate [80]  to 5% (option 2), 6% (option 4) and 7% (option 3) in three years, the

likely benefits are likely to be following:

TABLE 11.21

Scenario Default after three years (Rs. crore) Estimated benefit after three years (Rs.
crore)

Baseline 640

Option 2 400 240

Option 3 560 80

Option 4 480 160

Likert scale: As indicated earlier, one of ways to assess benefits is to ask stakeholders to rate the

options on the scale of 1-5, with 1 resulting in least benefits and 5 being highly beneficial.

Considering the commentary around benefits and likely meeting of regulatory objectives, benefits
under different options may be rated as follows:

TABLE 11.22



Item Op 1: Reporting and
disclosure

Op 2: Low cap and
additional
restrictions

Op 3: SRO codes and
monitoring

Op 4: Graded risk-
based regulation

Rating of benefits 2 4 1 3

While this section estimated benefits of different options on varied stakeholders based on publicly

available data and certain assumptions, it will be important to verify such estimates and assumptions

through stakeholder consultation and expert interaction, to arrive at a robust estimation of benefits.

Step 10: Estimating costs and benefits at aggregate
level

The tenth step of the RIA process is estimating costs and benefits at an aggregated level and

differentiating impact on big firms and small firms and sophisticated consumers and vulnerable

consumers, if required.

This would require clarity on the number of digital NBFC lenders in the market, segregated by size.
RBI should collect and publish such numbers. Industry studies have published data analysis from 120+

NBFCs engaged in digital lending. [81]

Assuming that 100 NBFCs are engaged in digital lending enabled by DLG, and taking into account
time cost per NBFC per year was estimated to be Rs. 24,000, the total industry wide annual time cost

is estimated to be Rs. 24 lakhs.

As indicated earlier, estimates suggest that while regulatory scrutiny may make larger lenders opt for

responsible less risky lending, smaller lenders may find it difficult to continue operations owing to
increase in operations cost, and unavailability of higher DLG cover.

Similarly, while existing customers of formal financial services including digital credit will have more

options to choose from, low income thin file borrowers who do not have a collateral may find it
difficult or expensive to access digital loans from NBFCs.

Step 11: Determining present value of costs and
benefits

The eleventh step of the RIA process is to determine the present value of costs and benefits, through a

discounting method. [82]  Given that several benefits and costs are likely to be experienced over a

period of time in the future; in order to make them comparable, it is important to determine their
present value by discounting them with relevant time value of money.



As indicated earlier, the delinquency rate moderation benefits are likely to accrue after 3 years. In

advanced economies such as the UK, discount rates for regulatory impact analysis is around 3.5
percent. In India, the 10-year government security (g-sec) yield (the risk-free rate) rarely drops below

6.5-7.0 percent. Thus, the discount rate for India needs to be higher. Even the World Bank suggests

higher discount rates for developing economies. [83]

Consequently, for the purpose of this RIA, delinquency benefits after three years across three options

are calculated for three scenarios: discount rates of 5 percent, 8 percent, and 10 percent:

TABLE 11.23

Option Delinquency
benefits [84]  after
three years (Rs.
crore)

Present value (Rs.
crore) (discount rate
of 5%)

Present value (Rs.
crore) (discount rate
of 8%)

Present value (Rs.
crore) (discount rate
of 10%)

2 240 207.32 190.52 180.32

3 80 69.11 63.51 60.12

4 160 138.21 127.02 120.21

Step 12: Conducting sensitivity analysis

The twelfth step of the RIA process is to conduct sensitivity analysis, i.e. taking into account worst-case
and best-case scenarios for different stakeholders across options, and determining a range for costs

and benefits.

For instance, for digital lending, it was estimated that the growth rate of the digital lending market
may drop to 8% owing to option 2. Its worst case and best case scenarios are mentioned below:

TABLE 11.24

Scenario Amount Opportunity lost (Amount)

Estimated loan value (June
2026) at normal growth rate

(17%)

Rs 50,332 crore

Estimated loan value (June
2026) in option 2 growth rate

(8%)

Rs. 46,461 crore Rs 3,871 crore



Scenario Amount Opportunity lost (Amount)

Best case scenario: Estimated
loan value (June 2026) in option

2 growth rate (10%)

Rs. 47,321 crore Rs 3,011 crore

Worst case scenario: Estimated
loan value (June 2026) in option

2 growth rate (6%)

Rs. 45,600 crore Rs 4,732 crore

Step 13: Comparison of costs and benefits

The thirteenth step of the RIA process is to compare costs and benefits of all options on all

stakeholders to determine net impact of each option. In addition, the net impact of all options needs

to be compared with each other.

Typically, while comparing an option, to the extent possible, monetised costs on a stakeholder should

be compared with monetised benefits for such stakeholder groups. Similarly, to the extent possible,

quantitative costs should be compared with quantitative benefits and qualitative costs should be
compared with qualitative benefits for each stakeholder, under every option.

For the purposes of digital lending case study, this can be represented as:

TABLE 11.25

Stakeholder Impacts Op 1: Reporting and
disclosure

Op 2: Low caps and
restrictions

Op 3: SRO codes and
monitoring

Op 4: Risk-based
regulation

Digital NBFC Cost Increase in time cost
by around Rs. 24
lakhs annually

Significant Increase
in cost of operations,
leading to substantial
reduction in profits,
of about Rs. 50 crore

Considerable
increase in cost of
operations, leading to
considerable
reduction in profits,

of about Rs. 30 crore

Slight increase in cost
of operations, leading
to minor reduction in
profits, of about Rs. 25
crore

Benefit Better
communication with
regulator and
consumer

Significant
improvement in
delinquency rate,
resulting in savings of
around Rs. 180-207
crore.

Significant reduction
in sanctions

Slight improvement
in delinquency rate,
resulting in savings of
around Rs. 60- 69
crore.

Slight reduction in
sanctions

Considerable
improvement in
delinquency rate,
resulting in savings of
around Rs. 120-138
crore.

Considerable
reduction in
sanctions



Stakeholder Impacts Op 1: Reporting and
disclosure

Op 2: Low caps and
restrictions

Op 3: SRO codes and
monitoring

Op 4: Risk-based
regulation

DLG provider Cost Increase in time cost Significant reduction

in market, by around
Rs. 10,000 crore

Considerable

reduction in market

Slight reduction in

market

Benefit Better
communication with
regulator and
consumer

Significant
improvement in risk
management

Slight improvement
in risk management

Considerable
improvement in risk
management

Borrower Cost Slight increase in
loan cost

Significant increase
in loan cost, by
around Rs. 1,290 crore

Credit unavailable to
around 1.4 million
potential borrowers

Considerable
increase in loan cost,
by around Rs. 860
crore

Credit unavailable to
around 0.9 million
potential borrowers

Slight increase in loan
cost, by around Rs.
430 crore

Credit unavailable to
around 0.5 million
potential borrowers

Benefit Improved
understanding of
NBFC and DLG
responsibilities

Negligible reduction

in harm (no
complaints) to about
30 borrowers

Significant increase
in transparency, and
reduction in hidden
costs

Significant reduction

harm (no complaints)
to about 207
borrowers

Slight increase in
transparency, and
reduction in hidden
costs

Slight reduction in

harm (no complaints)
to about 68
borrowers

Considerable increase
in transparency, and
reduction in hidden
costs

Considerable

reduction in harm (no
complaints) to about
137 borrowers

Regulator Cost Significant increase
in time cost

Considerable
increase in time cost

Slight increase in
time cost

Significant increase in
time cost

Benefit Improved
understanding of
NBFC and DLG
responsibilities

Significant reduction
in fraudulent actors

Ability to fix
accountability on
SRO

Orderly growth of
market

Market Cost Significant reduction
in market growth.

Opportunity loss of
Rs. 1721 - 2581 crore

Considerable
reduction in market
growth.

Opportunity loss of
Rs. 1291 - 2150 crore.

Slight reduction in
market growth.

Opportunity loss of
Rs. 860 - 1721 crore

Benefit Over cautiousness in
lending

Responsible lending

As discussed earlier, these estimates of costs and benefits are based on publicly available information
and certain assumptions, and should be verified through stakeholder consultation and expert

interactions.

Box 5: Impacts of different options



Option 1: N is required to incur some additional reporting costs, and can continue with the DLG

ongoing arrangement, and offer loan to C at affordable interest rates. However, in case of delay
in repayment, the rate of interest doubles.

Option 2: Due to stringent limits on DLG, N can offer loan to C at the interest rate of 22 percent

per annum. This is not affordable for C.

Option 3: Due to considerable conditions on DLG, N can offer loan to C at the interest rate of 21
percent per annum. C may be able to afford this, but may need to cut down on other essential

expenditures. Moreover, in case of delay in repayment, the rate of interest substantially

increases.

Option 4: Due to proportionate regulation on DLG, N can offer loan to C at the interest rate of 20

percent per annum. C can afford this. N and D are required to have adequate capital and

provisions to deal with unforeseen circumstances. In case of delay in repayment, the rate of
interest proportionally increases, and restructuring should be possible.

Step 14: Selection of most appropriate option

The fourteenth step of RIA process is suggestion of most-appropriate option; i.e. which has the

potential to address market failure, and achieve policy objectives, in a manner that costs on

stakeholders are significantly outweighed by the benefits realised by them, i.e. net benefits
experienced by the stakeholders are likely be highest.

For the purposes of digital lending case study, net impact can be represented as:

TABLE 11.27

Impacts Op 1: Reporting and
disclosure

Op 2: Low caps and
restrictions

Op 3: SRO codes and
monitoring

Op 4: Risk-based
regulation



Impacts Op 1: Reporting and
disclosure

Op 2: Low caps and
restrictions

Op 3: SRO codes and
monitoring

Op 4: Risk-based
regulation

Costs Increase in time cost

for digital NBFCs, DLG
provider, and

regulator

Slight increase in loan
cost for borrowers

Significant Increase in

cost of operations,
leading to reduction

in profits by about Rs.
50 crore to digital

NBFCs

Significant reduction
in market for DLG

providers, by around
Rs. 10,000 crore for

DLG providers

Significant increase in

loan cost for
borrowers, by around

Rs. 1,290 crore

Unavailability of credit

to around 1.4 million
potential borrowers

Significant reduction

in market growth.

Significant increase in

time cost for
regulators

Considerable increase

in cost of operations,
leading to reduction

in profits by about Rs
30 crore to digital

NBFCs

Considerable
reduction in market

for DLG providers

Considerable increase

in loan cost for
borrowers, by around

Rs. 860 crore

Unavailability of credit

to around 0.9 million
potential borrowers

Considerable

reduction in market
growth.

Considerable increase
in time cost for

regulators

Slight increase in cost

of operations, leading
to reduction in profits

by about Rs 25 crore
to digital NBFCs

Slight reduction in

market for DLG
providers

Slight increase in loan
cost for borrowers, by

around Rs. 430 crore

Unavailability of credit

to around 0.5 million
potential borrowers

Slight reduction in

market growth.

Significant increase in

time cost for
regulators.

Benefits Better

communication with
regulator and

consumer for digital
NBFCs, DLG providers

Improved

understanding of
NBFC and DLG

responsibilities for
borrowers

Negligible reduction
in harm (no

complaints) to about
30 borrowers

Improved
understanding of

NBFC and DLG
responsibilities with

the regulator

Significant

improvement in
delinquency rate

Significant reduction

in sanctions for digital
NBFCs

Significant
improvement in risk

management for DLG
providers

Significant increase in
transparency, and

reduction in hidden
costs for borrowers

Significant reduction

harm (no complaints)
to about 207

borrowers

Regulator could

ensure significant
reduction in

fraudulent actors, and
lead to over-caution

in lending

Slight improvement

in delinquency rate

Slight reduction in
sanctions for digital

NBFCs

Slight improvement

in risk management
for DLG providers

Slight increase in
transparency, and

reduction in hidden
costs for borrowers

Slight reduction in

harm (no complaints)
to about 68 borrowers

The regulator will be
able to fix

accountability on SRO

Considerable

improvement in
delinquency rate

Considerable

reduction in sanctions
for digital NBFCs

Considerable
improvement in risk

management for DLG
providers

Considerable increase
in transparency, and

reduction in hidden
costs

Considerable

reduction in harm (no
complaints) to about

137 borrowers

The regulator will be

able to ensure orderly
growth of digital

lending market, and
foster responsible

lending



Impacts Op 1: Reporting and
disclosure

Op 2: Low caps and
restrictions

Op 3: SRO codes and
monitoring

Op 4: Risk-based
regulation

Net impact Slight benefits at low

costs. Net impact
being positive.

High benefits at

significantly higher
costs. Net impact

being negative.

Some benefits at

considerable costs.
Net impact being

neutral.

Considerable benefits

at low costs. Net
impact being highly

positive.

Based on the case study of digital NBFC lending backed by DLG cover, it appears that option 4 of risk

based DLG covers based on transparent parameters is likely to achieve regulatory objectives, in a

manner that net benefits to stakeholders are highest. While benefits of option 2 are estimated to be
higher than benefits of option 4, however, the costs imposed by option 2 on different stakeholders are

likely to be significantly higher than other options. Thus, option 4 is likely to result in maximum net
benefits.

Post-RIA process

Typically, the RIA exercise is reviewed by the regulator’s board, finalised, approved by the Chair of

regulator, and published, [85]  for the purpose of receiving comments from stakeholders.

The methodology, assumption, proxies, data, data sources, and all other information is clearly
disclosed in the RIA document/ statement so that interested stakeholders are able to carefully review

the regulator’s proposals and respond.

Based on inputs, feedback, and comments received from the public, the RIA statement is amended,
finalised, and published. The most appropriate option is suggested for adoption, to the regulator’s

board.
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